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Submission of 
NATIONAL COAL ASSOCIA TION 


to the 


ROYAL COMMISSION ON ENERGY 


I 
INTRODUCTION 

My name is ROBERT E, LEE HALL and Iam General Counsel of the 
NATIONAL COAL ASSOCIATION with offices in the Southern Building, 
Washington 5, D. C. My appearance here today is at the express letter 
invitation of the Secretary of the Royal Commission on Energy under date of 
March 18, 1958, as a result of my personal request to be heard on the opening 
day of these hearings in Calgary on February 3. I appear principally on behalf 
of the National Coal Association but I have been authorized to state that this 
submission also has the endorsement of FUELS RESEARCH COUNCIL, INC., 
ANTHRACITE INSTITUTE, and UNITED MINE WORKERS OF AMERICA. 
These parties are more fully identified in the next section below. However, 
before proceeding further, it is my wish to express appreciation to the Com- 
mission Chairman, Members, and Staff, for affording the United States coal 
industry an opportunity to be heard on some of the important matters of mutual 
interest and concern which, we believe, properly fall within the terms of 
reference governing the scope of the enquiry of the Borden Commission. 

II 
IDENTIFICATION OF THE PARTIES 

The parties presenting and endorsing this presentation are identified as 

follows: 
NATIONAL COAL ASSOCIATION was incorporated under the 


laws of the State of Delaware in the year 1917 as a voluntary, non- 
profit organization formed as a trade association to represent the 
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bituminous coal mine owners and operators of the United States. The 
principal offices of the Association are located in the Southern Build- 
ing, in the City of Washington, D.C. Its membership is comprised 
of members representing approximately two-thirds of the total com- 
mercial bituminous coal production of the United States. Coal pro- 
duced by those members is sold and marketed in practically all 
communities in the nation and substantial quantities are marketed in 
Canada. By reason of continuous representation on behalf of the 
bituminous coal operators and owners since 1917, it is fair to say 
that the organization is generally recognized as the official spokesman 
reflecting the views of the United States coal industry on matters of 
national significance and importance. 


FUELS RESEARCH COUNCIL, INC., is a voluntary, nonprofit 
organization incorporated under the laws of the State of Delaware in 
1947, with its principal offices in the Shoreham Building, Washington, 
D.C. The purpose of the Council is to represent persons, associa- 
tions and corporations engaged in the mining, processing, transpor- 
tation and sale of bituminous coal, coke and anthracite, in research 
and other matters relating to or bearing upon competitive relation- 
ships between coal, coke, anthracite, and other fuels. The corpora- 
tion presently numbers among its members various groups represent- 
ative of the bituminous coal and anthracite mine operators as well as 
railroads hauling bituminous coal, coke and anthracite. 


ANTHRACITE INSTITUTE is a voluntary, nonprofit trade associa- 
tion organized under the laws of the Commonwealth of Pennsylvania in 
1930. Its principal offices are located in the City of Wilkes-Barre, in 
the State of Pennsylvania. It represents its members in matters of 
common interest. Anthracite produced by those members is sold in 
Many communities in the United States and Canada. 


UNITED MINE WORKERS OF AMERICA is a voluntary, unincorpo- 
rated, nonprofit association organized for the protection and welfare of 
the mine workers belonging to and affiliated with it. Its members 
number approximately 300,000 persons engaged in the actual mining 
and production of coal in coal mines located in most of the states of the 
Union. 

By way of further identification of the speaker, it can be pointed out that 
in addition to my present capacity as the chief legal officer of the National Coal 
Association, Ialso am: Secretary of Fuels Research Council, Inc. ; General 
Counsel, Bituminous Coal Institute; and Vice Chairman, Section of Mineral 
and Natural Resources Law, American Bar Association. Iam a member of 
the Federal Power Commission Bar, and have been admitted to practice 
before the Bars of the Interstate Commerce Commission, the District Court 


of the United States for the District of Columbia, the United States Court of 


Appeals, and the Supreme Court of the United States. 
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III 
PURPOSE OF APPEARANCE 

The vital interest of the United States bituminous coal industry in all 
aspects of natural gas competition is, of course, common knowledge in the 
States and, perhaps, in Canada as well. Unfortunately, however, the reasons 
for this necessary interest and concern are neither universally appreciated nor 
fully understood. The many competitive advantages enjoyed by the natural gas 
industry are, for the most part, the product of shortsighted legislation enacted 
(1938) without any serious attempt to consider the prospective impact of this 
new fuel competitor upon other fuel industries or upon our available fuel 
resources. By its very nature, natural gas has characteristics which probably 
require the vestiture of natural gas companies with some monopoly rights and 
privileges. However, this is not to say that this must be done at the expense 
of competing fuels and without proper regard for the necessity of preserving 
the free competitive enterprise system. 

Our free enterprise coal industry has suffered enormous losses because 
of the competitive advantages casually bestowed upon the infant natural gas 
industry by the Congress in 1938. Your nation now stands at the same threshold 
of our 1938 lost opportunity. Fortunately, your Government, through the exten- 
sive enquiry of the Royal Commission on Energy, is wisely seeking all possible 
pertinent facts prior to final establishment of a Canadian network of natural gas 
pipelines for domestic consumption and prior to committing Canadian natural 
gas reserves to any unwise foreign use. The folly of our extravagant expansion 
and wasteful use of natural gas is demonstrated in our reserve gas supply situ- 
ation. The life index of American natural gas reserves has fallen each year for 
the last twelve years and now stands at only 21.4 years' supply based upon present 
rates of consumption. This is obviously below a peril point from the overall 


public interest point of view. 
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It is our purpose to bring to you today the benefit of the United States coal 
industry's twenty-year experience under the Natural Gas Act in the belief that 
the Canadian people can, and will, profit from ours. We respectfully request 
permission to present a portion of our submission through the medium of two 
additional witnesses: MR. MELWOOD W. VAN SCOYOC, Public Utility Con- 
sultant, with sixteen years! service with the Federal Power Commission; and 
JEROME J. McGRATH, Esq., with eight years' experience as Trial Counsel 
for the coal, railroad and labor intervenors in Federal Power Commission 
proceedings. They will treat with matters peculiarly within their expertise 
relating to coal's many problems in dealing with gas as a competitive fuel. 

In the light of their unique record of participation in various phases of our 
Federal Power Commission proceedings - both inside and out - Borden Com- 
mission members or Staff may wish to question them on other matters of 
interest not herein covered. They will be more fully identified when they 
testify in these hearings. 
Ty, 
DEFINITION OF INTEREST 

We have an immense Stake in any policy recommendations which may be 
made by your Commission whether it affects the disposition of natural gas in 
Canada or natural gas for export purposes. It is a matter of public record 
that we have participated in recent Federal Power Commission proceedings 
as opposition intervenors with respect to the proposed Canadian export of 
natural gas to Midwestern Gas Transmission Company. The opposition inter- 
venors included National Coal Association, Fuels Research Council, Inc., 
United Mine Workers of America, Maher Coal Bureau, Anthracite Institute, 
Chesapeake & Ohio Railway Company, Midwestern Coal Producers Institute, 


Truax-Traer Coal Company, Baukol-Noonan, Inc., and Dakota Collieries, Inc. 
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The proceedings have taken up 143 hearing days covered by 21, 074 pages of 
testimony and 789 exhibits. In the light of this formidable record, it will not 
be our purpose here to retry or argue again the coal case on export! The 
Federal Power Commission record is available to this Commission -- our 
only suggestion is that the coal testimony in the Federal Power Commission 
proceeding will make interesting and useful reading for Commission members 
and Staff. A number of copies of our Federal Power Commission brief can 
be made available to your Commission upon request. 

Our principal concern here today, therefore, is centered around your 
prospective policy recommendations in the energy field. What you do may 
have a profound effect upon our interests across the border - and may vitally 
affect our Bubstaneel interests in Canada. 

Canada and the bituminous coal industry of the United States have long 
had a mutually profitable relationship. When Nature laid down the coal re- 
serves of the two countries, she was far more generous with the United States 
than with her northern neighbor. Canada's mineable coal reserves have been 
estimated at slightly more than 107 billion tons, according to the 1946 esti- 
mate of the Canadian Geological Survey. The United States has almost 1.9 
trillion tons left in the ground, or 90 per cent of the coal in North America. 
Canada's reserves are 4.7 per cent of the continent's total. 

The vast distance which Canadian coal must travel from mine to market 
has made it far more economical for Canadian industry, concentrated largely 
in the Toronto- Montreal- Ottawa triangle, to rely on high-quality coal from 
the United States. Rich beds of bituminous coal in the United States lie hardly 
500 miles to the south and southwest of the heart Sf Canada's industry, and 
the Great Lakes supply a convenient highway far superior to the 2, 000-mile 


rail haul from Canadian mines. 
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As a consequence of these hard facts of geology, Canada uses more coal 
from the United States than from her own sources. A thriving and generally 
expanding trade has arisen because Canadian consumers found it to their own 
best interests to import coal from the United States. Thousands of persons on 
both sides of the border have come to depend on this trade for their livelihood. 
They include not only United States miners and railroad men, but the crews of 
Lake vessels, many of them Canadians, and the persons employed in Canadian 
commercial coal dock operations. So also with Canadian railroad men and 
truckers who distribute this coal north of the border. 

In the last 27 years, for example, Canada has imported almost 460 million 
tons of bituminous coal from the United States. This traffic has varied from 
a postwar low of about 8.5 million tons during the early 1930's to a high of 
more than 24. 3 million tons in 1944. It reached a postwar low of 15.9 million 
tons in 1954 but rebounded to 20.6 million tons in 1956 and 18.4 million last 
year. 

Therefore, the advent of natural gas into coal's traditional markets in 
Canada should cause deep concern to thousands who see their employment and 
their future threatened. 

Canadians have purchased coal from the United States out of hard economic 
sense. They needed a reliable, dependable, economic fuel. United States coal 
met this need and continues to meet it. It has powered Canadian industry and 
warmed Canadian homes through generations of Canadian progress. This need 
is not over. Canada will continue to need coal - need it far more than, in 
her present preoccupation with the possibilities of natural gas, she may now 
realize. 

Canadian steel requires coal, and your rising industrial nation will require 


increasing amounts of steel. Other industrial plants by the thousands will 
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likely find, as their counterparts in the United States have found, that natural 
gas becomes increasingly expensive as the first cheap supplies are burned up 
and the cost of opening new reserves mounts steadily. 

The Gordon Commission's final report predicts this development. It says 
that while coal's markets in Canada are not likely to expand in the immediate 
future, a gap in the energy supply will open in the future as supplies of oil and 
gas disappear. Coal will again be expected to fill this gap. 

But meanwhile what happens to the complex Canadian- American apparatus 

for producing, transporting and distributing United States coal in Canada? This 
many-faceted business, and the thousands of persons dependent on it, cannot be 
held intact on a stand-by basis. Coal in all its aspects is a volume business. 
A mine cannot be turned on and off like a gas valve. Shut down a mine and it 
floods, its machinery rusts, its skilled workers scatter beyond recall. Itis 
difficult and expensive - if not impossible - to bring it into production again. 
Wishing or need alone will not make it otherwise. 

It would be exceedingly impractical, if not impossible, to mothball the Lake 
freighter fleet and the rail cars which move coal to Canadian markets. The Lake 
coal docks cannot survive without a reasonable volume of business. They cannot 
be closed down and reopened at will. 

And what if there should be another international war emergency when coal 
would be called on, as it has been in the past, to expand its production while 
other fuels are diverted from normal domestic uses? Canadians must surely 
recall that in the past two World Wars the bituminous coal and anthracite 
industries did not cut off Canadian outlets even though there was heavy pressure 
to do so in order to fill the enormous energy gap in the United States due to the 
inadequacy of other fuels in the face of wartime emergency demand. The con- 


tinued health and welfare - the essential vitality - of the United States coal 
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industry is a matter of utmost importance to both your nation and ours. Any 
steps affecting the present balance should be weighed carefully before legis- 
lating in the natural resource field. 

As representatives of United States coal interests, we are naturally 
concerned by the threatened loss of important markets in Canada but we do 
not appear before this Commission to argue that it has a duty, as such, to 
prevent threatened injury to the coal producers of the United States. We do 
believe, however, that it is in Canada's own self-interest to preserve a con- 
tinued, dependable, reliable source of coal from the nearest and most economi- 
cal location - the United States. Moreover, we believe that avoidance of some 
of the mistakes we have observed in the operation of our Natural Gas Act can 
serve to guide your Commission in the formulation of the recommendations 
it must make in the energy field. 

To this end, we have gratefully accepted the invitation extended across 
the border and are presenting this submission today. 

Vv 
VAN SCOYOCC PRESENTATION 

MR. MELWOOD W. VAN SCOYOC, of Washington, D. C., will submit for 
your consideration a resume of the duties and activities of the Federal Power 
Commission pertaining to the regulation of the natural gas industry in the United 
States, and give us his views concerning the efficacy of that regulation. Mr. Van 
Scoyoc's qualifications for this assignment are as follows: 

Mr. Van Scoyoc is a consultant in the field of Public Utility 

Regulation. Prior to entering private practice in July of 1954, 

Mr. Van Scoyoc was, for a period of approximately sixteen years, 

a member of the staff of the Federal Power Commission, including 

three years of military leave during World War II. In the last 

nine years of his period of employment by the Commission, he was 

Assistant Chief of its Bureau of Accounts, Finance and Rates. This 

is the Bureau which, during that period of time, had major respon- 


sibility other than legal for all matters dealing with the regulation 
of natural gas companies. 
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Before employment by the Federal Power Commission, Mr. Van 

Scoyoc was for approximately ten years on the staff of the Public 

Utilities Commission of Oregon, which is charged with the regulation 

of public utilities in that state. This employment covered two periods 

of service, there being interposed employment for one year by an 

electric utility in Oregon. He is a graduate engineer, having received 

a degree in 1927 from Oregon State College. The bulk of his consult- 

ing practice involves the representation of state regulatory commissions, 

other state agencies, municipalities, and distribution utilities in rate 

proceedings before the Federal Power Commission. He also appears 

in proceedings before state regulatory commissions in behalf of munici- 

palities, other public agencies and industrial customers. 

(BY MR. VAN SCOYOC) 

This Commission has already received considerable information relating 
to the policies and procedures of the Federal Power Commission during the 
course of these hearings. However, it is my understanding that your Com- 
mission is, nevertheless, interested in having a general review of Federal 
Power Commission activities covering experience with respect to the adminis- 
tration of the Natural Gas Act, and the growth of the natural gas industry under 
regulation. Therefore, I have attempted to summarize herein my observations 
on these subjects and Iinvite questions or interruptions for the purpose of 
expanding upon any points of particular interest to the Commission. 

VI 
ADMINISTRATION OF THE NATURAL GAS ACT 
1. Rate Regulation 

Immediately after the Natural Gas Act became law in June of 1938, the Federal 
Power Commission, in response to complaints of municipalities and state regu- 
latory commissions, and on its own motion, instituted investigations of the rates 
of many of the natural gas pipeline companies subject to its jurisdiction, In the 
course of these rate investigations, it concluded that the most fair and equitable 
basis of rate regulation could be accomplished through the use of what was known 


as the prudent investment or cost-rate base method of rate regulation as con- 


trasted with the indicated constitutional requirement at that time of the ''fair 


PA ee reinis wae, ee ee eee MC iGae Gon Pl. 
va eave: ne) IAT Thaw betes, A alee 5 At eh Uae Maat i i 
au ») ee ee tha Se GG SURAED Dae 

ah .' ' / , ] my , 


nit PA fren ae yiaey ii . a Hh 
N J] } { bisey 
f ui , b 4 ‘ ine - @ Pt ‘ cn ; Lar ' 


abe ‘ai La anidveent? ait hex) 
tan ites 9, bi te Pete wdino was 
aS iad £ edi rly bay retort, 
abotzeg owt hitiaven J, hom yenkG eet gif 
ee Spa Keay Maio “tod cierto Gengaag 

Wayipbsd Boba 7aeniges sisting 
oO hehtibavs bre wiged: mt Pree oe ay 
eaodas ier org> 303 singa's alate To nica g bh 

eter! ci eulitliny nonudtrelo bag, aake tise 
Stags coffin oH. .sotkauimod raw es SBA 
vite: st) eres ‘nt Qnedseiqinos yrotwiies? 936189 
Leer HO (siiiapbuk Ba, sah oasae 24 J 


be Aye | | nse wavdoe 


Qaisiss sotiairiotyi sldarebranis bovieses wba ate ath aotnigae 3D) 
of Sattwh Kolealmmoy towol faxabod silt Io. ‘sazaboaong bha soioit 
“FOOD muy jadi seit ares sbek yoert ab ti Tayaworl eantneed abehibibe 
[sisbe'dt lowaslys ni Listen, anived ae boras4eaisg ‘eaaladixowon. es 

marpitths oni, 6; Taqass Aviw gaitott9g xs Batra voo: <oltivitse kaa 
TeHAn, wirselbrh enn Nexuss: Sa) to yor, a bits a 0, tessa ag row 
pncouevyisedo yr mieted s sivsorcana: ol betes ove D oyole api ord 


{ oe air 
ae. 


10 seogTG odd to} ater TONE) xp peal a ag. ativnt f bas ciao oot 
i a se4 ay 


HolexiwzustoQ ahh, 0} lad 32) ite th to Sethi ee, noc 


OA ¢ CAD sa JARUT AW Sutt 30) 


Petebe % 45) BECL tos dul at wed StL 29K: ey: . 


ay pena we taitve Yo aay ies ain 


4 ; Mayet ° 


cards foliage: x oe 


Din 


a ae) ee 
ye vce] 4 
ea di ui) 
mA IR tote 
4 fi 
al 
ee 


mest aie 
AE 


a Oe 
value"’ method. The use of a cost rate base was held to be constitutional by 
the United States Supreme Court. Ever since the Supreme Court held that it 
was not incumbent upon the Commission to receive evidence of reproduction 
cost or fair value, such evidence has been excluded when offered. The situ- 
ation is now such that no natural gas company attempts to claim other than 
a cost rate base. 

Under the cost method of regulation, the Commission determines the 
annual cost of service based upon the use of a representative test period. 
Included in the annual cost of service is the cost of gas purchased from other 
producers or pipeline companies; operating and maintenance expenses, adminis- 
trative and general expenses; annual depreciation, taxes, including income taxes 
and a fair return on the rate base. The rate base is computed by taking the 
original cost of constructing the facilities, deducting therefrom the accrued 
depreciation and depletion, and adding an allowance for working capital. 

It is the general rule to include in the cost of service all actually experi- 
enced costs which have been properly accounted for under the Commission's 
Uniform System of Accounts. There have been a few instances where expendi- 
tures have been excluded where they were not supported by the natural gas 
company or where the Commission found they were not properly includable 
within the test period. Costs which arise by reason of transactions between 
affiliates are scrutinized. It has been the policy of the Commission to exclude 
from the cost of service any items of expenditure arising from affiliated com- 
pany transactions which are in excess of the cost to the affiliate, including a 
fair return on the capital employed. 

The amount of working capital allowed by the Commission to be included 
in the rate base is based upon a formula, which evolved from detailed studies 


made in the early years of the Commission's regulatory experience. The 
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allowance consists of the average amount of materials and supplies on hand 
and average cash working capital equivalent to forty-five days of operating 
expenses, average amounts for prepaid expenses and less a deduction for 
cash available to the natural gas company from accruals of Federal income 
taxes. 

In determining the fair rate of return, the Commission considers a wide 
range of evidence dealing with interest rates of debt securities and the costs 
of other kinds of capital. The Commission uses what is generally termed the 
cost of capital approach"! in reaching a decision as to the fair rate of return, 
that is, the rate of return is based upon the actual cost of debt and preferred 
stock capital to the natural gas company plus an estimate of the cost of its 
equity capital. 

From 1940 until about 1946, the Commission found six and one-half per 
cent a fair rate of return for natural gas companies. This return was subse- 
quently reduced to six per cent and, in one case, went as low as five and one- 
half per cent. For the past several years the Commission's rate of return 
allowance has been six per cent, although in the case of two companies whose 
capital structures included relative large portions of equity capital, the Com- 
mission has allowed a rate of return of six and one-quarter per cent. Because 
of the high leverage available for equity capital in pipeline company capital 
structures, an over-all rate of return of six per cent usually results ina 
return for equity of from nine to twelve Bes cent. Although most of the natural 
gas pipeline companies claim that a six per cent rate of return is inadequate, 
nevertheless such companies have been able to attract several billion dollars 
of new capital in the past ten years based on the earnings provided by such 
rate of return. 


Probably one of the most controversial issues with which the Commission 
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must deal in rate proceedings is the allocation of the over-all cost of service 
between customers or classes of customers. Inasmuch as most pipeline com- 
panies make some sales for consumption or intrastate sales for resale, a 

cost allocation is required in virtually every rate proceeding to ascertain the 
cost applicable to the jurisdictional business. In addition to its use for segre- 
gating costs between the non-jurisdictional and jurisdictional business, it is 
also used to allocate the costs between the various classes of jurisdictional 
customers. Thus it forms a basis for the design of the rates which are charged 
by pipeline companies. 

The Commission has evolved a cost allocation procedure which is with 
virtually no exception used to serve both purposes. The allocation method has 
had judicial sanction and has withstood numerous assaults by the natural gas 
companies in Commission rate cases. Under the Commission's method the 
fixed costs or constant costs, that is, the return on investment, taxes, annual 
depreciation and a part of the pipeline operating expenses, as well as the 
demand charge on gas purchased from other pipeline companies, are first 
divided into two equal portions. One portion or 50 per cent of the total is 
allocated among customers or classes of customers on the basis of their use 
of the capacity of the pipeline at the time of the system peak, usually a three- 
day sustained peak. The other half of the fixed cost is added to the variable 
cost and the total thereof is allocated to customers or classes of customers 
on the basis of their annual use of gas. Variable costs consist of the com- 
modity cost of gas purchased, the cost of production and gathering, anda 
portion of the transmission system operating cost -- mostly compressor 
station fuel and maintenance. 

There is a third class of costs which are also allocated known as ''customer 


costs.'' These items consist of the costs incident to metering, customer 
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accounting and collecting, and sales promotion. Generally these costs are 
classified one-half to the demand function and one-half to the commodity 
function. However, they are sometimes allocated in part on the basis of the 
number of customers. 

Under the Commission's method all customers share in at least one-half 
of the constant costs regardless of whether such customers take gas during 
the system peak period or not. Those customers which take gas during the 
system peak period, whether they be classified as firm or interruptible 
customers, bear a share of one-half of the constant costs. Thus, the inter- 
ruptible industrial customers, both those supplied directly by pipeline com- 
panies and those supplied through sales to distributors of gas on an interruptible 
basis for industrial purposes, carry some of the constant costs and overheads 
of the pipeline system. 

As previously mentioned, the costs classified to the demand function, 
that is, the one-half of the constant costs, are allocated to customer classes 
on the basis of their respective peak responsibilities whereas the commodity 
costs, which include one-half of the constant costs plus all of the variable 
costs, are allocated to customer classes on the basis of their annual volu- 
metric requirements. The peak responsibility of each class of customers is 
determined by ascertaining their peak requirements during the three-day 
maximum sustained peak of the pipeline system. The peak responsibility is a 
controversial issue in some cases as some companies prefer to use a single- 
day peak rather than a three-day sustained peak. Others prefer to use the 
maximum demand of the firm customers as a basis for determining the total 
peak rather than the maximum system peak. 

2. Below Cost Sales of Natural Gas 


The pipeline companies desire to have more of the costs classified as 


a 7 i iy, at A 
Dee) rf 


fp aun 
yy one #1H0> hem vita PY, weit aong eke oa ae nse 


{ 


i Ain , Ny LAR eri rk Whe phoaee 
aun Wi sbow tite | ad of tled- aro. bas saitipavi brass oat a Mea ; 
Fi math has uh) ay Py 


Sah a gate to aad ry fiw vies ni baie outlet acpi pinion ons nea esvouor treat “ 
] NV a i W wie - | a Mu) R 4 AY Pyeng A a Ui 
"i ES iat ca i | : are? 4) aramovens 9 sad 
ay Ki Whew igs ers et . @ 7" E i | Vi age! Avr Ne oe i 
ne Wi iad - orm Hewat on Gh orads avemorena Mas bian ari 2 eae sleneog Sit) sabail r 
be , | . : ‘ i (a ; 
vy eg ; ‘ 
aay grub RSS ogy PLE EPR) | tt Wage Hie a a 1 éz ssibrs as & tego tapienoa st, . 
Ae 
‘a “wala gaksuD: ‘aSe onlay doide ayvomevinn geod) jon 1 adit \aag (asi mye, od 
i : 
oo | ig 
st “ofdiiquy resi no inti #e & haba! ag you) Tote why botesa, ec mosaipa 
' i 
A ? ie 
7 5 rs j iat 
a ~to ire oat aud T ‘ate oo Msteoms gd Oo Stim IoOnd So Lane # 46a , (etohaonm J 
i ‘ | i fr 
“Mas sntlsgig yd yltoosib botlqyae seodl dod as rotted ako > LnhWenbal sidiie 
Siditqu:: Siyi2 a8 oy SHY 1 ertoiwebsi fo a$ eal se | gvonds, Retin “4g spect Neus asin - 
| rll iy ry > mr) 
ebasiitsve bas g)a02 daaseriod wit) lo smbe vrrsy heceg iwi leigarbo) Ol efe gee 
fopiertienks sgiq. anil, a r 
Molsoan? baal gay os batliczesin aren oil} bsnotiiem ylasotyveng eA yi i 
S9neSio tymoteuy of hodpadile sre ,Aleod ingienaoy Int to Mada 90 ith: 
yWibormmo? edi ecoiady eSsisilidianaqess is oq i oaks ci tod ole aad 
sitivivey ad te fis éuhe RIED rIAsLaneD aah bo Hert OO about Ania “eo, 
; ‘*plow levans vias lo sivsd adding eoaanlo seespouo oO) boiaootte « O18 
Oita: BA @xemotens ip sdel> doce Io ylllidtanoqess Asag sah |) 8) woiaslueon of ir 
4 i? I aa ' ' 
il | : in 
hay URE oy tol? a4 Bricks Sings e/a Ayo ot gnioisits;e6 mS ib tr 
' ie yi 
t 
i 4 


Pik) ewe PeleManonae: Xscq AdT ie aieve aaa 4 iia Io Ao bonis 


-olgnte 4 9280 oO) 19isto ssinkeaios sre 28 aseag, enrive fil uke 


/ (eel o2n oo iiss atolsO | 2igaq.t “ates aya us 
. it ity Apia) yee 


taics oa) RHbodeatste') 161.2 ae i 2h ‘dxotep) data, 


AR) Jewish an 


OR nee 


ip 


Mi ibs a 
iN 


Tn Ve 
constant costs since that process results in lesser costs being assigned to 

their non-jurisdictional business. To put it more simply, the assignment of 

a larger share of the costs to the demand function reduces the costs applicable 
to the interruptible industrial customers who are curtailed or interrupted 
entirely at the time of maximum system peak. 

Because of the increasing cost of gas in the field, which has resulted in 
an increasing ratio of variable costs to the total cost of service, the pipeline 
companies have attempted through one or more devices to transfer more of 
the commodity cost to the demand component so as to lessen the impact on 
the commodity rate. 

I have been discussing the over-all, system-wide cost allocation procedure 
of the Commission. As most of the long line transmission companies have 
what are known as rate zones with different rates in each of the zones, it has 
been necessary in some cases to make what are known as zone cost alloca- 
tions. The rate zones generally start at the supply end of the line and continue 
to the terminal market end of the line. Most of the zone boundaries coincide 
with state lines or are placed at the inlet side of the compressor stations. 
However, there is no particular fixed pattern in this respect. As a matter of 
fact, most of the zone boundaries were established arbitrarily and have been 
maintained through the years because of historical precedent. 

The Commission does not have a single definite formula for use in allo- 
cating costs to the various rate zones. However, it has indicated its acceptance 
of the so-called demand-mile, commodity-mile method. This method involves 
weighting the demand and commodity costs applicable to each zone by the 
mileages between such zones and the source of supply. 

In the design of appropriate rates for pipeline companies, the most 


important factor is, of course, the recovery of the cost of service applicable 
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to the jurisdictional business of the pipeline company. Although companies 
have strongly contended that the design of rates was the particular province 

of management not to be interfered with by regulation, the Commission has 
rejected that argument. It has held that it must make certain that the rates 
conform to sound rate-making principles. The Commission has prescribed 

in numerous instances the form of rate and many of the terms and conditions 
under which natural gas is sold for resale in interstate commerce. 

When the natural gas companies first came under the Commission's juris- 
diction, all of their rates were individual contract rates with their customers. 
In 1948 the Commission was successful in converting the contract rates to 
uniform tariff rates, thereby greatly reducing the number of rate schedules 
on file and making the rates more understandable, definite and certain. 

Generally speaking, the respective demand and commodity costs resulting 
from the allocation procedures which I have described are used as the basis 
for computing the two-part demand and commodity rates. However, in recent 
years there has been a marked effort on the part of some natural gas companies 
to depart from these allocated costs and to increase the demand rate above 
allocated costs and thus decrease the commodity rate below allocated costs. 
The reason given for so doing is that the price of gas has been increasing in 
comparison with the prices of other fuels, thus narrowing or obliterating the 
price advantage which the natural gas industry has enjoyed over other fuels in 
many sections of the country during the past decade. This argument is sup- 
ported by the claim that the natural gas industry needs to make interruptible 
sales for industrial use in order to secure a high load factor operation, which 
in turn will result in a lower cost of service, particularly to the domestic and 
commercial consumers. 


While it is a well recognized fact that high load factor operation results 
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in a lower over-all unit cost of operation, it does not necessarily follow that 
high load factor operation achieved through large scale interruptible sales of 
gas is in the best interests of the ultimate consumer -- that is, the residential 
and commercial consumer. This is particularly true when it is necessary to 
artificially depress the commodity rate and increase the demand rate so as to 
secure that type of business. Moreover, the beneficial effect of high load factor 
operation is minimal in the upper ranges of system load factors. On the other 
hand, the low load factor customer, which is primarily the residential heating 
customer, is penalized by an increase in the demand rate. Such penalty may 
exceed any benefits derived from high load factor operation of the pipeline 
through interruptible sales. A number of companies have developed underground 
storage reservoirs near their market areas which makes unnecessary large 
scale sales of gas for boiler fuel purposes. 
3. Certificates of Convenience and Necessity 

In determining whether a particular application meets the test of present 
or future public convenience and necessity with respect to the construction, 
operation, extension, or acquisition of facilities to serve new or existing 
markets, the Commission has applied certain standards and tests. Briefly, 
they include an inquiry into and consideration of the facts and circumstances 
as to (1) whether the gas supply is adequate for the service proposed to be 
rendered, (2) whether the facilities are properly designed for the proposed 
service, (3) whether the estimated construction and operating costs are reason- 
able, (4) whether the proposed plan of financing is sound, (5) whether the 
market demand for the proposed service is available at the rates proposed 
to be charged, and (6) whether the project is economically and financially 
feasible; that is, whether the estimated revenues from the project will provide 


for the recovery of the costs of operation, depreciation, taxes, and a fair return. 
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It has been the general practice of the Commission in certificating new 
pipeline ventures to require the applicant to have an initial reserve of gas 
under contract, or held under leases, sufficient to meet the customers' peak 
day and annual requirements for a period of approximately twenty years. For 
existing pipeline companies with a record of experience in acquiring gas 
reserves and of meeting the requirements of their customers, a volume of 
reserves sufficient for periods of fourteen to eighteen years have been found 
by the Commission to be adequate. For a major expansion of an existing pipe- 
line system or for a new pipeline venture, the applicant is required to submit 
a complete gas reserve study. The Commission's staff of geologists and 
reservoir engineers review the applicants' estimates and on occasion submit 
their independent estimates of available gas reserves and the ability of the 
wells to deliver the required volumes of gas. 

The Commission's rules provide for the filing of voluminous data in sup- 
port of a major certificate application. The rules also provide for what is 
known as abbreviated applications where the proposal of the applicant does not 
require all the data specified for a major application. The Commission's 
rules also provide for what is known as a shortened procedure type of hearing 
where there is no opposition to the proposed project. In such instances a 
brief hearing is held before a Presiding Examiner, the Commission's Staff 
Counsel being the only person appearing and making the necessary recitals 
for the record. Inasmuch as the Commission is required to hold a hearing on 
each application, this procedure was devised to expedite the processing of 
uncontested applications. 

The Natural Gas Act provides that a certificate may be issued to a new 
company to serve an area already being served by another natural gas com- 


pany. Occasionally the Federal Power Commission has looked with favor 
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upon the presence of competition between two pipeline systems to serve the 
Same market area and has found that the market was adequate to support both 
the existing and new supplier. Where this competitive situation is present, 
certificate proceedings are usually lengthy and are of a decidedly adversary 
nature. 

Interventions in certificate proceedings are generally made by customers 
of the natural gas pipeline company, prospective customers, interested state 
and municipal agencies, and competing fuel interests. The Staff of the Com- 
mission actively participates in these proceedings. 

In many instances the Commission attaches conditions to its grant of a 
certificate to the pipeline company. These conditions fix the time when con- 
struction of the project shall commence and be concluded and may also deal 
with rates, the securities to be issued, and other matters which the Commission 
feels are necessary to protect the public interest. 

While the Commission does not have rate regulatory jurisdiction with 
respect to sales by pipeline companies to direct industrial customers, never- 
theless it has and exercises the authority to authorize or deny such direct sales 
under its power to issue Certificates of Public Convenience and Necessity. 

4. Importation and Exportation of Natural Gas 

Applications to export or import natural gas are generally intertwined with 
applications under Section 7(c) of the Natural Gas Act to construct and operate 
facilities. There is also involved compliance with Executive Order No. 10485 
dealing with border facilities and connections. Thus, the aspects of importa- 
tion and exportation generally receive considerable Commission attention. While 
the Commission attempted a number of years ago to apply the same standards 
of public convenience and necessity to export and import applications as it does 
to Certificate applications, the courts held that the standards under Section 7(c) 


do not apply as such. 
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GROWTH OF THE NATURAL GAS INDUSTRY 
UNDER REGULATION 


At the time the Natural Gas Act was enacted in 1938, the interstate trans- 
mission of natural gas was virtually in its infancy. Although several long 
distance gas pipelines had been placed in operation in the late 1920's, no 
large scale expansion occurred during the depression years. From 1938 
until the end of World War II only a very moderate expansion of the pipeline 
industry took place. But ever since, we have witnessed a phenomenal growth. 
As of this time every state in the United States, with the single exception of 
Vermont, is receiving some natural gas service. More than eighty-five per 
cent of the natural gas sold to domestic, commercial and industrial customers 
in the United States is hauled through the interstate lines and sold to distri- 
bution utilities at rates subject to regulation under the Natural Gas Act. 

At the outset of the Commission's regulatory experience, it took forth- 
right action to carry out the intended purpose of the Act. As previously men- 
tioned the Commission commenced a number of rate investigations. During 
the period extending from 1940 through 1952 it secured a number of very 
substantial reductions in resale rates. In this process the Commission estab- 
lished new regulatory law through overcoming the handicap of the fair value 
Constitutional requirement. Rate making was greatly simplified. At the same 
time investors were assured of a fair return upon the capital actually invested 
in the pipelines. 

Commencing in 1949, natural gas companies began to file applications 
with the Federal Power Commission for increases in their rates. Three major 
causes accounted for these increases: First, the increased costs of labor, 
material and taxes stemming from the inflationary trends, which affected all 


prices; second, the increased costs which occurred by reason of adding system 
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capacity at a higher unit cost than that experienced for the existing capacity; 
and third, increased costs due to the higher prices paid for the purchase of 
natural gas in the producing fields from non-pipeline producers. Of these 
three factors, the greatest impact was the higher cost of purchased gas. For 
example, in 1946 seventeen of the major natural gas pipeline companies paid 
on the average 4. 4¢ per Mcf in the field. These companies are now paying on 
the average more than 10¢ per Mcf, and some companies are in the 14¢-16¢ 
range. New contracts in some of the producing areas range from 20-25¢ per 
Mcf. 

As of this time more than a half billion dollars of rate increases have been 
filed by pipeline companies. Not all of these increases have been granted in 
full. Approximately $200 million of increases are pending. Some companies 
during the period of six years from 1952 through 1957 have filed as many as 
seven successive rate increases. 

These increases in pipeline rates brought about retail rate increases in 
many sections of the country. The average revenue received by utilities from 
sales of natural gas per thousand cubic feet in 1956 for the entire United States 
was approximately 49. 2¢ per Mcf as compared with the average revenue in the 
1946-1950 period of 33.8¢. While all of this increase is not attributable to 
pipeline rate increases, nevertheless such increases have, in my opinion, 
contributed materially to the increases in retail natural gas rates. 

Increases in retail rates have not been confined to the non-producing 
states. The producing states have also experienced such increases. For 
example, during this same period increases have run from 23 per cent in 
Texas to a 42-1/2 per cent increase in Oklahoma and a 49 per cent increase 
in Arkansas. 


The growth in the natural gas pipeline industry as well as the distribution 
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and sale of natural gas to ultimate consumers has been tremendous. In the 
fourteen year period, 1932-1946, sales of natural gas by utilities rose from 
approximately 762 billion cubic feet to approximately 2. 13 trillion cubic feet, 
an increase of approximately 180 per cent. In 1957, utility sales of natural 
aa amounted to approximately 6.7 trillion cubic feet, or an increase of approxi- 
mately 215 per cent in ten years. 

Sales by most of the natural gas transmission companies have greatly 
increased under regulation. For example, Panhandle Eastern Pipeline Com- 
pany increased its sales from approximately 70 billion cubic feet in 1942 to 
approximately 412 billion cubic feet in 1957. El Paso Natural Gas Company 
had sales of approximately 45 billion cubic feet in 1942. Its sales in 1957 were 
slightly more than 1 trillion cubic feet, including sales by its subsidiary, Pacific 
Northwest Pipeline Corporation. Northern Natural Gas Company is another 
company which has had a phenomenal growth. Its sales in 1942 amounted to 
approximately 66 billion cubic feet and in 1957 to approximately 390 billion 
cubic feet. 

Since the advent of Federal regulation there has been a large number of 
new pipeline ventures certificated by the Commission. Probably the most 
spectacular growth has been that of Tennessee Gas Transmission Company, 
which went into operation in 1944. In 1945, which was its first full year of 
operation, Tennessee's sales and transportation of gas amounted to approxi- 
mately 73-1/2 billion cubic feet. In 1957 sales and transportation volume had 
increased to approximately 674 billion cubic feet. Texas Eastern Trans- 
mission Corporation went into operation in 1947. In 1948, its first full year 
of operation, it had sales of approximately 118 billion cubic feet. In 1957 its 
sales had increased to some 558 billion cubic feet. Transcontinental Gas Pipe 


Line Corporation went into operation in 1951 and its sales in 1952 were 


Anebi i alee ition | Sepia at) ids 196 dapsone * i 


A ve elds M9 sekotout ris 1o- sonst rollins of a “riotaenxosada ot besauorne: 


i ae ‘ OF! 4 fia i if i 


aig ie wk 189! 198) ais A 
ylang ovine soimaginias noteateranate ng Lettie: a to Jeon ea wolae . 
Hf a hy ened sailings anode 25 sipnedne®, pei oe : Lngitahigon xgban! bease i 

ne , | ‘od fHe fot ding bain nok! hl cul * lolessieosase 00m aadae ett owes aithy 
| Waaaina® | ‘ee age ileal i“ oanel | | “veer ‘a ‘Tay aida worth she orsmixon oe 
yh wre yee ‘ (if @ else eal SE) endl jest sida» sobiti¢ oe visisuitxonca io eaten 


jpioeS iyretb tadue oe Bs eda a5loe shibuloot toot dais noathicy 7 ned stern 


Saonie ab eheqmod ec} israset axeisty: i | naliprbaze3 anifogis sade 


ot basa ROE “F Pl th agle est Ldiiorg traperes Pada » Bod asi soksiw » 


oa | aothis OEE yier. aT es te Od: x2 ef! ai pag, tot sida9 notltid ae va 


eee. Pee pee 


16 todtaun sy718! 6 aoed asd haw aobriogar | lansbodt ‘Re snowb. walt 


=n ane vid sdot4. mer Ohe etene0 oat a boveoitivngs eumeiaree: 


‘*s dee Lint $e Hf Hts BW tobi | 


S522" = 
approximately 191-1/2 billion cubic feet. In 1957 they were approximately 
283 billion cubic feet. It is now asking the Commission to authorize another 
major expansion of its pipeline system. 

The Peed and spectacular growth of the natural gas industry to the status 
of the sixth largest industry in the United States has created many problems 
for all branches of the industry, the Federal Power Commission, state regu- 
latory agencies, the coal industry, and many other segments of our economy 
including the ultimate consumer. Some very serious problems remain to be 
solved before all elements of the consuming public receive the protection they 
deserve. 

(BY MR. HALL) 

Under date of March 20, 1958, the Royal Commission on Energy trans- 
mitted to our group a letter wherein it was indicated that the Commission 
would be interested in our views on the relationship of conservation to the 
practice of allowing natural gas ''to be sold on an interruptible and/or 'dump' 
basis in industry.'' The letter pointed out that this matter has been the subject 
of Federal Power Commission consideration in administering the Natural Gas 
Act since 1938. The letter concluded by indicating that the Royal Commission 
hearings had not thus far produced testimony on this important subject matter. 
Accordingly, we have undertaken herein to present for Commission consider- 
ation information reflecting the experience of the United States coal industry 
with the problems posed by the sale of natural gas on an ''interruptible" or 
"dump" basis in industry and the inverse relationship of this practice to sound 
principles of conservation and the necessary maintenance of a balanced fuel 
economy in the United States. 

This phase of our submission will be presented by JEROME J. McGRATH, 


Esq., who has had wide experience as an active participant in the trial of 
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Federal Power Commission cases on behalf of coal, railroad, and labor 
intervenors. Mr. McGrath will present our views with respect to important 
questions bearing upon conservation and industrial dump sales. The qualifi- 
cations of Mr. McGrath for this assignment are set forth herein below: 


Jerome J. McGrath is a partner in the firm of McGrath and 
McGrath, Attorneys at Law, 520 Shoreham Building, Washington, 
D. C., and is also General Counsel of Fuels Research Council, Inc. 
Mr. McGrath is a 1947 graduate of Georgetown University College 
of Arts and Sciences with a Bachelor of Science degree. He re- 
ceived his legal education at Georgetown University School of Law 
with an LLB in 1950. 


Since 1951 Mr. McGrath has been almost continuously engaged 
in the active trial of, and participation in, natural gas matters be- 
fore the Federal Power Commission of the United States, repre- 
senting competitive fuel and transportation interests, principally 
the National Coal Association, the United Mine Workers of America, 
Fuels Research Council, Inc., the Anthracite Institute and various 
coal carrying railroads. 


Mr. McGrath is a member of the Federal Power Bar Associ- 
ation and is a member of its Executive Committee. He belongs to 
the American Bar Association and is admitted to practice before 
the United States Court of Appeals for the District of Columbia Cir- 
cuit and the United States District Court for the District of Columbia. 
He is the author of an article entitled ''Federal Regulation of Pro- 
ducers in Relation to Conservation of Natural Gas'' which appeared 
in the June 1956 Georgetown Law Journal. 
(BY MR. McGRATH) 
VII 
CONSERVATION 
Conservation as we use the term is intended to cover the economic aspects 
of that problem and, more particularly, the concept of inferior vs. superior 
uses of this limited natural resource in relation to Federal Power Commission 
control and regulation. 
The use of natural gas as boiler fuel in large quantities and under most 


circumstances is generally recognized as an inferior use to be avoided except 


in instances where the public interest clearly requires its expenditure. The 
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Federal Power Commission has expressed this view from time to time but 
has not established a definite policy on the conservation of natural gas by 
specific regulation of its end use. Most observers agree that the Federal 
Power Commission would prefer to have a specific legislative mandate con- 
ferring upon it the authority to exercise sound principles of conservation in 
the administration of the Natural Gas Act -- but the statute now stands mute 
with respect to this important public obligation. It is certain that the absence 
of statutory language in the field of conservation accounts for a large measure 
of the hesitancy of the Commission to accept the challenge of this public obli- 
gation. However, it has not been entirely silent on this subject. 

In the Matter of Mississippi River Fuel Corporation, Docket No. G-1995, 
the Commission said: 

'"We have repeatedly held that the use of natural gas as boiler fuel 

is an inferior usage and that, while it is not to be denied in all 

situations, it should be permitted only on a positive showing that 

it is required by public convenience and necessity. '' 

And as long ago as 1940 the Commission's 20th Annual Report to Congress 
stated: 

"General use of natural gas under boilers for the production of 

steam is, however, under most circumstances, of very question- 

able social economy.'' (Page 79) 

The instances wherein the Commission has followed a conservation policy 
have been rare indeed. In 1948, for instance, it issued a certificate to Trans- 
continental Gas Pipe Line Company, Inc., to transport gas from Texas and 
Louisiana for resale in the Middle Atlantic States. In that case it noted that 
large amounts of natural gas were proposed to be sold on an interruptible basis 
for underfiring boilers in electric power plants. Accordingly, it required 


Transcontinental to study the feasibility of underground storage as a means of 


eliminating the interruptible boiler fuel deliveries. Since that time, by a series 
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of expansions, all authorized by the Commission, Transcontinental's boiler 
fuel sales have increased alarmingly and to date it has no storage project of 
its own in operation, and only recently filed an application for a certificate 
requesting authorization to provide storage service. 

History amply demonstrates the fact that the Commission has given 
only lip service to the theory of conservation by controlling the end use of 
natural gas. In actuality it has permitted such sales to grow and expand in 
astonishing proportions. The records of the Commission show that whereas 
in 1948 478,097,000 Mcf of gas were used in electric utilities, in 1957 
1, 239, 310,686 Mcf were used, an increase of 159 per cent. This short- 
sighted, spendthrift policy of the Commission has been a principal contri- 
buting factor not only to the rapid depletion of the reserves of natural gas in 
the United States, but also has accentuated the demand for gas in the field with 
the resultant rise in the cost of gas. It is axiomatic that the pressure of rising 
gas demand upon the supplies available can and does push the price up. 

If we were to take only the boiler fuel gas used in electric utilities in the 
U. S. in 1957 and relate it to the estimate submitted to you by the Petroleum 
and Natural Gas Conservation Board of Alberta reflecting proven and probable 
gas reserves of 21 trillion cubic feet, it can be seen for this single use alone 
Alberta's reserves would last less than seventeen years. Using British 
American Oil Company Limited's estimates of producible reserves in Western 
Canada of 28.591 trillion cubic feet, they would last only 23.1 years. The util- 
ity figures used above do not reflect gas used for boiler fuel in other industrial 
establishments. The market estimates in the Midwestern case, for example, 
indicate that in the first year 75 per cent of the total sales by distributors are 
on an interruptible or overrun basis. One distributor alone, Iron Ranges 


Natural Gas Company, whose supply would be strictly Canadian gas, would 
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have industrial sales amounting to 96.7 per cent of its first year sales, 
reducing to 87. 2 per cent in the fifth year. 

The producing States have taken great strides in reducing the physical 
waste of gas, but little or nothing has been done to eliminate economic waste. 
Most producing States presently control the production of gas by imposing 
certain requirements on producers, such as pooling, unitizing, ratable taking, 
allowables, well-spacing, elimination of flaring and minimum price fixing in 
areas of production. But in none of these production regulations is there any 
concern for the end use of gas. In speaking of waste, producing States gener- 
ally refer to prevention of physical waste of natural gas which might otherwise 
be sold at a profit, without regard to the economic waste of a commodity used 
to undersell a competitive fuel. 

In the famous Phillips decision of the U. S. Supreme Court, which has 
been mentioned to you before with varying degrees of reverence or aversion 
by others in these proceedings, the Supreme Court ruled that the Federal 
Power Commission had control over the producers who sold their gas in inter- 
state commerce. Some producers to avoid regulation have removed their 
product from the market, others have sold only within the State of production 
and others have entered into contracts directly with the consumer thus removing 
the sale from Commission jurisdiction. 

This latter approach is of fairly recent origin. However, already several 
applications for facilities to transport the gas for the utilities have been pre- 
sented to the Commission for its approval. Some of these applications are 
still pending, but in at least one instance the Commission has approved the 
construction of facilities to transport gas purchased in Texas to be used in. elec- 
tric generating facilities in Florida. But more important, it appears to be a 


growing trend in the United States. So here we find the producing States not 
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concerning themselves with what the gas will be used for; the producer and the 
consumer circumventing regulations; and, the Federal Power Commission, in 
at least one instance so far, permitting facilities to be constructed which would 
be used to transport gas to be fired under boilers. 

It is not our intention here to imply that the use of natural gas in large 
steam generating boilers is the only inferior or ''low value" use to which 
natural gas is presently being put, but it is, quantitatively, the largest single, 
economically wasteful use now prevalent. The utilization of natural gas under 
boilers of electric generating stations is the use for which we presently have 
the most accurate information statistically, and is the ''inferior'' use to which 
the attention of the Federal Power Commission has most frequently been 
directed over the years that the Commission has been administering the Natural 
Gas Act. 

IX 
INTERRUPTIBLE DUMP SALES 

The coal interests for many years have actively participated in proceedings 
before the Federal Power Commission in attempts to dissuade the Commission 
from permitting boiler fuel sales where coal is readily available and at reason- 
able cost. For the most part, natural gas sales for this lower form of use are 
made on an interruptible or dump basis. This is brought about by the attach- 
ment of a high space heating load, which is a low load factor use, thus creating 
deep valleys of off-peak gas available on an interruptible basis. We have urged 
the Commission to take positive steps to diminish the off-peak dumping of 
natural gas, but to little avail. This could be accomplished in at least three 
ways: (1) Placing a volumetric limitation on the annual amounts of gas sold 
to the distributing companies, thereby restricting the amounts available for 


off-peak dumping; (2) requiring the distributing companies as well as the pipe 
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line companies to make maximum use of storage facilities available and en- 
couraging the development of new storage fields; and (3) discouraging dump 
sales at below cost by regulating rates in such a manner as to effect a mini- 
mal use of gas for boiler fuel purposes. 

As Mr. Van Scoyoc has pointed out, it is not imperative that distributors 
or pipelines operate on a 100 per cent load factor basis. Consequently, if the 
boiler fuel use of gas were curtailed by reduction of load factors to in the 
neighborhood of 60 per cent to 70 per cent, the remaining reserves of natural 
gas could be preserved for higher purpose uses. This type of operation may 
increase slightly the cost of gas to the ultimate consumer, but the increase, in 
most instances, would be so small when compared to the over-all, long-run 
benefits to be derived by extending the life of gas supply, that it becomes insig- 
nificant. 

The potentialities of storage operations in the United States have not been 
adequately explored. However, nearly everyone recognizes the merits of this 
type of operation. Storage evens out the swings by transmitting gas from the 
source of supply into storage during off-peak periods and subsequent withdrawal 
to meet peak requirements. As a consequence, less transmission capacity is 
required thus reducing the cost of transmission facilities required to meet peak 
demands and, in addition, minimizing the off-peak capacity available for dump 
sales. 

The Federal Power Commission has encouraged the development of storage 
and some of the transmission and distribution companies have or are attempting 
to develop storage fields, but the lack of a firm policy on the part of the Com- 
mission in this regard definitely has retarded its proper growth and expansion. 

As pointed out hereinbefore, the Federal Power Commission has a limited 


jurisdiction over rates as a method of conserving natural gas for superior uses. 
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Simply stated, there is no rate regulation dealing with the conservation aspect. 
This has enabled producers and pipelines to dump natural gas into power plants 
and other inferior uses at a price just below the competitive price of coal and 
other fuels merely for the sake of capturing that market, without regard to the 
real or social costs. By social costs we mean the use of natural gas in dis- 
placing another more abundant fuel in plentiful supply and creating hardships 
in an industry already supplying the market, while at the same time rapidly 
depleting the limited natural gas reserves. Social costs take into account not 
the short-range disposal of natural gas, but, rather, the long-range conser- 
vation of gas for superior uses. 

For natural gas is possessed of special qualities. It is particularly suit- 
able for superior uses such as cooking, refrigeration, air conditioning, and 
water heating in homes and commercial establishments; in metallurgical pro- 
cesses for annealing and heat trea.ing of metals where high temperature and 
close temperature control are required; in the chemical industry as a raw 
material from which many useful products are derived; and in other special 
advantage uses. Itis truly a premium commodity. Yet each year increasingly 
greater quantities of natural gas are wastefully burned under industrial boilers 
and in large steam electric generating plants and in other inferior uses, as, for 
example, in the manufacture of cement. Invariably where gas is dumped into 
large industrial plants for inferior purposes or in electric generation stations 
in coal consuming areas, it results in the displacement of large quantities of 
coal. 

Mr. Justice Jackson of the Supreme Court of the United States, in his 
supplemental opinion in a natural gas case before that body, eloquently de- 
scribed the problem of conservation and the necessity for avoidance of inter- 


ruptible dump sales in this manner: 
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"The heart of this problem is the elusive, exhaustible, and irre- 
placeable nature of natural gas itself. Given sufficient money, we 
can produce any desired amount of railroad, bus, or steamship 
transportation, or communications facilities, or capacity for 
generation of electric energy, or for the manufacture of gas of a 
kind. In the service of such utilities one customer has little con- 
cern with the amount taken by another, one's waste will not de- 
prive another, a volume of service can be created equal to demand, 
and today's demands will not exhaust or lessen capacity to serve 
tomorrow. But the wealth of Midas and the wit of man cannot pro- 
duce or reproduce a natural gas field." 


(BY MR. HALL) 
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CONCLUSION 

It has been our purpose here to point out to your Commission the infirmi- 
ties which we believe exist in the Natural Gas Act insofar as they relate to the 
conservation of natural gas through regulation. In summation, may we say 
that because the Federal Power Commission has not been specifically directed 
by the Congress to preserve natural gas by control of its end use or to affirma- 
tively establish a national fuel policy, it has not adopted a firm, forthright con- 
servation policy. The end result, as I said earlier in this statement, has been 
the extravagant waste of our natural gas resources to the point where the life 
index of our natural gas reserves has fallen each year for the last twelve years 
and has reached the danger point of 21.4 years'supply. You still have the golden 
opportunity to protect the useful life of your natural gas reserves and at the 
same time preserve a fair and balanced fuel economy in Canada. 

Accordingly, we submit for your consideration suggested recommenda- 
tions which are presently lacking in the Natural Gas Act in the United States. 
The Federal Power Commission is not now vested with the power over direct 
industrial sales of natural gas. Control over this type of sale, coupled with a 
specific directive to protect the public interest by adherence to sound princi- 


ples of conservation, would go a long way towards establishing a sound fuel 
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policy. There should be a duty on the part of the regulatory body to (1) recog- 
nize that defense and economy measures require the maintenance of the 
productive and supply capacity of the several fuel industries, including coal, 
and (2) give effect to sound principles of conservation in the utilization of 
natural gas in order to preserve available reserves of this valuable fuel. In 
addition, that in any rate making formula special prohibitions against the sale 
of natural gas at a price less than its costs, including the cost of transportation 
and sale, plus a fair proportion of the fixed charges should be included. This 
latter position would serve to establish and preserve, at least in part, a 
competitive balance between natural gas and other competing fuels. All of 
which would be a step in the right direction towards the achievement of the 
necessary goal of a balanced fuel economy in your nation. 

Not only will such built-in regulations prevent useless waste of time in 
interpretation and experimentation, but a sound over-all national fuels policy 
will be established for future generations. This opportunity for us has all but 
vanished -- your opportunity still knocks on the door of the future. 

On behalf of my associates in this presentation, and the organizations for 
which we speak, I wish to again express appreciation to the Commission Chair- 
man, Members, and Staff for affording us the opportunity to participate in these 
proceedings. It is hoped that this submission will serve some useful purpose 
in assisting your Commission in the formulation of its policy recommendations 
in the energy field. We will be glad to answer any questions you may have 
falling within the framework of our active experience under the Natural Gas 


Act and before the Federal Power Commission. 
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